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‘Weighing “Good Will’s” Value

By GEORGE BROKAW COMPTON.

HEN a wealthy New Yorker died
recently after amassing a for-

tune, due partly to his ewn

efforts but to a greajer cxtent to the
reputation built up by his business through
many years, there was general speculation
in stores and offices as to the manner in
which the valuation for his interest in the
good will of his business would be fixed
The general lack of familiarity with the
subject, not only on the part of business
men but also of many lawyers engaged in
trying to soive the complex questions,
caused me 1o make a new study of recent
court decisions on the much discussed point
of how to determine the value of an un-
listed security, which means one having
no definite rating on a stock exchange, or
how to fix the good will value of an in-
terest in a successful partnership.

This study developed an interesting line
of authorities bearing on the estates of
hoth busi and professi I men,
must be cousidered eventually by the tax-
ing officials in fixing good will values.
Lawrence W. Scudder, C. P. A., a speciallst
in the appraisal of securities, and T bhave
joined forees for the purpose of preparing
a book which may help to clear away the
difficulties =urrcunding the subject of zood
wili wvaluation, and I present herewith
briefly a part result of our collaboration
which shows that the potentiality of “grow-
ing rich beyond the dreams of avarice” is
not an altogether extravagant description
of good will and the part played by it in
huilding up fortunes,

Not only are the court decisions re-
viewed for this purpose full of human in-
terest but they also reveal the judicial basis
which has been adopted for estimating the
vaiue of an intangible asset regarding the
precise nature of which most people have
anly a vague conception. Even the courts
find good will haffing, for they have sald
there is no object more diMicult to value,

But it is worth money.
ervased wvalue of corporate stock or of o
parinership interest or of the business of
an individunal oprietor. good will fre-
quentiy its possessors rich Not
antil a business is sold, however, or until
oecaslon arises to value a part interest,
or untll an appraisal is necessary in an
imherita or other tax proceeding. is it
esuaily lized what an imporiant factor
that “intangible something™ has been In
making a fortune. This is particularly
true with respect to many New York mer-
chants. who are lteraily good will million-
aires. In numerous cases good has
been the one factor which enubled them to
make profits while their competitors were
suffering losses. Nevertheless, to define it
judicial task.
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defined good will in many
ways, Lord Eiton, England's
authority. describes it simply as
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Story of New York says, “Good will may be
proper’y enouzh described to be the ad-
vantag* or benefit which is acquired by

estiablishment. beyond the mere valuo
he capital stock, funds or property em-
ployed therein, in consequence of the gen-
eral and encouragement
which it receives constant or habitual
on account of its loecal position
imon celebrity or reputation for skill,
ence, or punctuality” or from other

patronage

from

accldental cireumstances or necessities, or
even prej-

from ancient partialities or

udice=" The bhusiness mun's conception of
the value of good will in any particular
case is the smount which he would be will-
Ing to pay solely for the privilege of con-
tinuing ar rhiigshed hasiness, Good will
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| clared it to be subject to taxation. For
this reason the courts have set for them-
selves methods of determining its value
in dollars and cents.

“Good Will” in Franklin Simon Case.

An interesting case involving the valua-
tion of good will arose in the transfer tax
appralsal of the net worth of the dry goods
business of Frankiin Simon & Co, a
partnership, after the death in August,
114, of Herman Flurscheim, equal partner
with Franklin Simon. THe tax appralser
valued his interest in the firm of ap-
proximately $900,000, of which amount two.
thirds represented the interest of the de-
ceased in the tangible assets and one-third
his interest in the good will. The State
Comptroller appealed from the order as-
sessing the inheritance tax on this basis.
The appeal was sustained, and Surrogate
Fowler, In remitting the report of the ap-
praiser for revision, said “Franklin Simon
& Co. wna established in the year 1303
with a combined capital of £110,000. Three
clements must be considered in the de-
termination of good will—net profita, cap-
ital and the number of years' purchase

By the phrase “number of years' pur-
chase”™ the courts mean simply a multiple
This “multiple” or number times the
average annual net profits is held to equal
the amount a purchaser would be willing
to pay solely for the advantage of con-
tinuing the business. The expression
“pumber of years® purchase” was taken
over from the old English decisions by the
American courts when they first began to
value good will

How a ¢ourt reasons in the process of
deciding the “number of years' purchase"
to be used in a particular case Is illustrated
by this further quotation from the Surro-
gate's opinion in the matrer of Flurschelm:

“The transfer tax appraiser has applied
a multiple of three yars to the sum ascer-
tnined by deducting from the net profits
1= found by him 6 per cent. interest on the
and representing the
value of the the decedent and
o which latter item
thie

cnpital $1060 0400

sErvices of

| the surviving partner

| naPbjoction is

e amount ;lp-'

| pears to the court reasonable and propor, |
| The sole reason assigned by the account- |
ant and adaopted by the transfer tax ap-

praiser for net applying a larger multiple
s because the firm was in existence at the
death of the decedent only twelve and one-
half years. 1 do not think that this is a
controlling factor. The record shows that
the sales have increased steadily since the

establishment of the copartnership. The |
sales for the three complete fiscal years
preceding decedent’s death were respec-

tively $3.986.858, $5.00
In the year prior 1o

$210.858. 82 was the

1 vid $5,919, 025,
he death of decedent
sum spent for adver-
tising. The firm is extremely well and fa-
vorably known, It
tablishing a reputation in the community
which might not be other con-
cerna in business many years longer., ['n-

has succeeded in ese

guined by

der all the circumstunces I think a five
year® purchize should be applied In fizing
the pnod will”

Thus the value of the interest of the

deceased in the copartnership was deter-
mined by computing the average net an-
nual profits thres complete fiscal

After deduct-
on the average
capital and surplunl

for the
wding his dJdeath
therefrom 6 per o¢

al net tangibl

years pro

nt

employed for the samn

twelve and one-halfl years later a will
timated by the tiy
af §1,000,000 by
wion  of good will, $100,000
i ir 1 } e r
f * 5 | -
Why Tiffany Stock Went Up.
hat th w of the stk 2 Corporn
i k I 0T , Is based |
i W W W i L
¥ or | . us diamonds
T own when Charles | e diesd
AT i 1 & Ui
' for inhevitanc ? |
L S RH I'h aar value of this r-hk‘k;

wns §FLIMG per share The appraiser re- |

X-ray

ported its market value per share at the
date of decedent’s death to be §7.683.45.

Tn reviewing thie valuation, the Burro-
gate safd:

“The appraiser ascertained the value of
the good will by deducting interest at the
rate of 6 per cent. per annum on the capi-
tal employed by the company in its busi-
ness and multiplying the difference by
ten, This gave the value of the good will
as §1,507,922.40. No exception was taken
to the amount which the appraiser adopt-
ed as the average annual net profits, but
it is contended that the value of the good
will should be ascertained by multiplying
the average net profits by three or five
instead of ten, the latter being the figure

| used by the appraiser.”

The Surrogate then pointed out that the
casges n this country are not uniform in
regard to the “number of years’ purchase”
to be used and that most of the American
cases adopt a period ranging from two to
six years, the number being dependent
upon the nature of the business, the
length of time durlng which it has been
established at a particular place and the
extent to which It Is known to the pubiic.

“Tiffany & Co." he said, “has an envi-
able International reputation as a crafts-
man and tradesman; it has been established
in New York City for more thn sixty
years. If six years' purchase of the aver-
aze annual net profits was considered not
an unreasonable value of the good will in
a cnse where the question of good wiil
related to the name under which a num-
ber of candy stores were conducted, 1t
would seem that the good will of a com-
pany having the prominence, the permm-
nency and the established reputation of

Tiffany & Co. should be worth at least
ten years' purchase of the annual net
profits, It seems to me, therefore, that

the finding of the appruiser was not
against the weight of evidence and was
not g0 manifestly incorrect as would war-
ant the court in modifying or rejecting it."”
Variations Many—Even Professions
Included.

In the transfer tax appraisal of the
estate of George A. Hearn, the good will
of the dry goods firm of James A. Hearn
& Son, which was established (n West

| Fourteenth street, New York city, in 1879,

wis valued at more than twice the value
of its tangible assets. The number of
yvears' purchase used was five. "“In view of
the length of time during which the busi-
ness has been established, its reputation,
its extensive advertising and its prom-
inence in the dry goods trade” the court
sald, “I think five years' averpge of the
annual net profits is a reasonable value of
the good will of the business.™

As contrasted with these examples
good will in business enterprises, it ap-
penrs that while good will Gin be ac-
quired by a doctor, a lawyer pr other pro-
fessional man during his life time, as well
as by a business man, the good will built
up by the doctor, unlike that bullt up by
the business man, ded with him.

Dr Wilson Caldwell left the
good will of his medical practice, together
with the apparatus used in connection
therewith, to his (wo assistants, and the
transfer tax appraiger valued his good will
at a large amount. The executors of his
will contended the hnd no
good will which survived him and appealed
from the order assessing the tax.

The deceased had been a physician, but
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i clement of good will that would sur-
vive him. Because of his prominence and
reputation as a roentgenologist his death
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May Brewer
““OH, GIRLS, you see it

now, don’t you—you see why
Mama worries and watches, now,
don't you? We are old-fashioned
. .. and it seems hard and dull and
fussy . . . but it is because we know
how wicked the world is, how easy
it is for a bad, unscrupulons man
“to wreck a girl’s life!"”

* ¥ ¥

Scheming to marry her girls off
well, scheming to keep the family
business in her husband’s hands,
always briskly and cheerfully
scheming, May Brewer was none
the less honest even in her deceit.

For she was true to her beliefs.
If hers was-a world of appear-
ances, those appearances were
very real to her. Else she would
never have sought to throttle the
natural impulses of her children.

How differently eack of May's five
children reacted to her influences. Not as
iypes but as indrnduals they live and love
in the pages of Certain People of Im-
portance.

$2.00 at Lookstores

Doubleday, Page & Co.
A Novel of Real Life
6y IKATHLEEN NORRIS

THE WIND
BLOWETH

By Donn Byrne
Author of ‘“‘Meszer Marco Polo," ete.

A distinguished ingly dif-
ferent sort of novel. The New York
Evening Post says: “It is a tale
as fine and keen and supple as
Toledo steel.” (Illustrated. Price
$2.00. Published by The Century
Co., 353 Fourth Avenue, New York
City.)

Every Opera - goer will want
to own this authorized
biography of

ENRICO CARUSO

By PIERRE V. R. KEY
in collaboration with
BRUNO ZIRATO

The New York Times calis it:
“The first adequate record ot his

extraordinary lite.”

| The Philadelphia Ledger says:

It was found by the court that the ex- |

“Mr. Key has done his work so
well that the book is not likely to
be superseded by any subsequent
history ot Caruso's career.”

With numerous illustrations.
$5.00 at all Booksellers.

LITTLE, BROWN & COMPANY
Publishers, Boston
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